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EXPOSURE DRAFT
PROPOSED STATEMENT ON
AUDITING STANDARDS:
REVIEW OF INTERIM
FINANCIAL INFORMATION
DECEMBER 1, 1978

Issued by the Auditing Standards Board of the
American Institute of Certified Public Accountants
For Comment From Persons Interested in Auditing and Reporting

Comments should be received by February 1 , 1979 and addressed to
Auditing Standards Division, File Ref. No. 3250
AICPA, 1211 Avenue of the Americas, New York, N.Y. 10036

AICPA

American Institute of Certified Public Accountants
1211 Avenue of the Americas, New York, N.Y. 10036 (212) 575-6200

December 1, 1978
To Practice Offices of CPA Firms; Members of
Council; Technical Committee Chairmen;
State Society and Chapter Presidents,
Directors, and Committee Chairmen; Organizations
Concerned With Regulatory, Supervisory,
or Other Public Disclosure of Financial
Activities; Persons Who Have Requested Copies:

An exposure draft of a proposed Statement on Auditing Standards on the review
of interim financial information accompanies this letter. The proposed Statement
would supersede Statement on Auditing Standards No. 10, Limited Review of
Interim Financial Information, and Statement on Auditing Standards No. 13,
Reports on a Limited Review of Interim Financial Information. It would be
applicable to reviews of interim financial information of publicly held
entities presented alone and reviews of interim data presented in a note to the
audited financial statements of any entity.
When the Auditing Standards Executive Committee issued Statement on Auditing
Standards No. 13, it concluded that the accountant's report should not include
any expression of assurance concerning the information subjected to limited
review procedures. Footnote 4 of Statement on Auditing Standards No. 13 states
the Committee's reasons, in part, as follows: "The expression of assurance
would affect other types of unaudited engagements. This and other matters are
being studied." The Accounting and Review Services Committee, designated as the
senior technical committee of the Institute authorized to develop, on a continuing basis, standards concerning accounting and review services an accountant
may render in connection with unaudited financial statements or other unaudited
information of a nonpublic entity, has now reached conclusions calling for the
expression of assurance with respect to the review of financial statements of
nonpublic entities.
With that background, the Auditing Standards Board has reassessed the procedures
for a limited review established in Statement on Auditing Standards No. 10,
Limited Review of Interim Financial Information, and the form of report
specified in Statement on Auditing Standards No. 13, Reports on a Limited
Review of Interim Financial Information.
The major decision reflected in this exposure draft is that, based on the
accountant's performance of specified review procedures, he should be permitted
to issue a report, accompanied by an expression of assurance, on his review of
interim financial information of publicly held entities. Such a report could
accompany interim financial information issued by publicly held companies that
is contained in interim reports issued to stockholders, the board of directors,
or others, or filed periodically with regulatory agencies.

The Auditing Standards Board believes the procedures established in Statement
on Auditing Standards No. 10 continue to be appropriate for an accountant's
review of interim financial information. Those procedures have been incorporated
in this exposure draft and a requirement to obtain a client representation
letter has been added.
Comments and suggestions on any aspect of the exposure draft are sought and will
be appreciated. They should be addressed to the Auditing Standards Division,
File Ref. No. 3250, at the AICPA in time to be received by February 1, 1979.
The Auditing Standards Board will be particularly interested in the underlying
reasoning.
Written comments on the exposure draft will become part of the public record of
the Auditing Standards Division and will be available for public inspection at
the offices of the American Institute of Certified Public Accountants on and
after February 15, 1979.

Sincerely,

Philip B. Chenok, Chairman
Auditing Standards Board

Douglas R. Carmichael, Director
Vice President, Auditing

PROPOSED STATEMENT ON AUDITING STANDARDS
REVIEW OF INTERIM FINANCIAL INFORMATION

l. This Statement provides guidance on the nature, timing, and extent of procedures to be applied by
the independent accountant in conducting a review of interim financial information and on the reporting applicable to such engagements. 1
APPLICABILITY

2. Interim financial information
may be presented alone or in a note
to audited financial statements. This
Statement applies to reviews of
interim financial information presented alone, including interim financial statements and summarized
interim financial data, that purport
to conform with the provisions of
Accounting Principles Board Opinion No. 28, as amended, and that is
contained in reports issued by a
publicly held entity 2 to stockhold1

2

This Statement supersedes SAS No. 10,
Limited Review of Interim
Financial
Information, and SAS No. 13, Reports
on a Limited Review of Interim Financial Information.
This Statement also
amends SAS No. 1, section 516.09 by
substituting the sentence "An accountant may also state that a review of interim financial information was made,
and when reporting on such a review,
may include in his report a description
of the procedures applied (see SAS
No. X ) , " for the sentence "An accountant may also state that a limited review
was made when reporting on such a
review (see SAS Nos. 10 and 13)."
For purposes of this Statement a publicly held entity is defined as follows:
( 1 ) any entity whose securities trade in
a public market on either a stock exchange (domestic or foreign), or in the
over-the-counter market, including securities quoted only locally or regionally
or ( 2 ) any entity that makes a filing
with a regulatory agency in preparation
for the sale of any class of its securities in

ers, boards of directors, or others,
or filed with regulatory agencies.
Also, this Statement applies to reviews of interim financial information included in a note to audited
financial statements of a public or
nonpublic entity. This Statement
does not apply to an accountant's
involvement with interim financial
information included in documents
filed with the Securities and Exchange Commission pursuant to the
Securities Act of 1933 unless the
accountant has examined and reported on financial statements which
include the interim financial information in a note. 3
OBJECTIVE OF A REVIEW OF
INTERIM FINANCIAL
INFORMATION

3. The objective of a review of
interim financial information is to
provide the accountant, based on
objectively applying his knowledge
of financial reporting practices to
significant accounting matters of
which he becomes aware through
inquiries and analytical review procedures, with a basis for reporting whether material modifications
should be made for such information to conform with generally ac-

3

a public market. The provisions of this
Statement are not applicable to separately issued financial statements of a
subsidiary, corporate joint venture, or
other investee that is not a publicly held
entity as that term is defined above.
The accountant's procedures concerning
such interim financial information for
periods subsequent to the periods reported on are discussed in SAS No. 1,
section 630, "Letters for Underwriters,"
and section 710, "Filings Under Federal
Securities Statutes."

5

cepted accounting principles. The
objective of a review of interim
financial information differs significantly from the objective of an examination of financial statements in
accordance with generally accepted
auditing standards. The objective
of an audit is to provide a reasonable basis for expressing an opinion
regarding the financial statements
taken as a whole. A review of interim financial information does not
provide a basis for the expression of
such an opinion, because the review
does not contemplate a study and
evaluation of internal accounting
control; tests of accounting records
and of responses to inquiries by
obtaining corroborating evidential
matter through inspection, observation, or confirmation; and certain
other procedures ordinarily performed during an audit. A review
may bring to the accountant's attention significant matters affecting
the interim financial information,
but it does not provide assurance
that the accountant will become
aware of all significant matters that
would be disclosed in an audit.

PROCEDURES FOR A REVIEW OF
INTERIM FINANCIAL
INFORMATION

4. The characteristics of interim
financial information necessarily affect the nature, timing, and extent
of procedures that the accountant
may apply in making a review of
that information. Timeliness is an
important element of interim financial reporting. Interim financial information customarily is made
available to investors and others
more promptly than is annual finan-

6
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cial information. Timely reporting
of interim financial information ordinarily precludes the development:
of information and documentation
underlying interim financial information to the same extent as that
underlying annual financial information. Therefore, a characteristic
of interim financial information is
that many costs and expenses are
estimated to a greater extent than
for annual financial reporting purposes. Another characteristic of interim financial information is its relationship to annual financial information. Each interim period is
viewed primarily as an integral
part of an annual period.4 Thus,
deferrals, accruals, and estimates at
the end of each interim period are
affected by judgments made at interim dates concerning anticipated
results of operations for the remainder of the annual period.
5. The procedures for a review
of interim financial information are
described in the following paragraphs concerning the (a) nature
of procedures (paragraph 6), (b)
timing of procedures (paragraph
7), and (c) extent of procedures
(paragraphs 8 through 15).
Nature of Procedures

6. Procedures for making a review of interim financial information consist primarily of inquiries
and analytical review procedures
concerning significant accounting
matters relating to the financial information to be reported. The procedures that the accountant ordinarily should apply may be limited
to the following:
a. Inquiry concerning (1) the accounting system, to obtain an
understanding of the manner in
which transactions are recorded,
classified, and summarized in the
preparation of interim financial
information and (2) any significant changes in the system of internal accounting control, to as4

APB Opinion No. 28, paragraph 9 states,
". . . the Board has concluded that each
interim period should be viewed primarily as an integral part of an annual
period." The FASB is currently studying
interim financial reporting, including
measurement issues.
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certain their potential effect on
the preparation of interim financial information.
b. Application of analytical review
procedures to interim financial
information to identify and provide a basis for inquiry about relationships and individual items
that appear to be unusual. Analytical review procedures, for
the purpose of this Statement,
consist of (1) comparison of the
financial information with comparable information for the immediately preceding interim period and for corresponding previous period(s), (2) comparison
of the financial information with
anticipated results, and (3) study
of the relationships of elements
of financial information that
would be expected to conform
to a predictable pattern based
on the entity's experience. In
applying these procedures, the
accountant should consider the
types of matters that in the preceding year or quarters have required accounting adjustments.
c. Reading the minutes of meetings of stockholders, board of
directors, and committees of the
board of directors to identify actions that may affect the interim
financial information.
d. Reading the interim financial
information to consider, on
the basis of information coming
to the accountant's attention,
whether the information to be
reported conforms with generally accepted accounting principles.
e. Obtaining reports from other accountants, if any, who have been
engaged to make a review of the
interim financial information of
significant components of the reporting entity, its subsidiaries,
or other investees.5
5

When an accountant acts as principal
auditor (see SAS No. 1, section 543)
and makes use of the work or reports of
other auditors in the course of the annual examination of his client's financial
statements, he ordinarily will be in a
similar position in connection with a review of interim financial information.
Therefore, he will require reports from
other accountants as a basis, in part, for
his report on his review of the consolidated interim financial information.

f. Inquiry of officers and other executives having responsibility for
financial and accounting matters
concerning (1) whether the interim financial information has
been prepared in conformity
with generally accepted accounting principles consistently applied, (2) changes in the entity's business activities or accounting practices, (3) matters
as to which questions have arisen
in the course of applying the
foregoing procedures, and (4)
events subsequent to the date of
the interim financial information
that would have a material effect on the presentation of such
information.
g. Obtaining written representations from management concerning its responsibility for the
financial information, completeness of minutes, subsequent
events, and other matters for
which the accountant believes
written representations are appropriate in the circumstances.
See SAS No. 19 for guidance
concerning client representations.
Timing of Procedures

7. Adequate planning by the accountant is essential to the timely
completion of a review of interim
financial information. Performance
of some of the work before the end
of the interim period may permit
the work to be carried out in a
more efficient manner and to be
completed at an earlier date. Performing some of the work earlier in
the interim period also permits
early consideration of significant
accounting matters affecting the
interim financial information.
Extent of Procedures

8. The extent to which the procedures referred to in paragraph 6
are applied depends on the considerations described in paragraphs
9 through 15.
9. The Accountant's Knowledge
of Accounting and Reporting Practices. Knowledge of a client's accounting and financial reporting
practices is an important factor in
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the performance of a review of interim financial information. An understanding of a client's practices
in preparing its most recent annual
financial statements provides a
practical basis for the inquiry and
other procedures of a review. Such
an understanding can be expected
to have been acquired by the accountant who has audited a client's
financial statements for one or more
annual periods. Nevertheless, if, for
whatever reason, the accountant has
not conducted such an audit, the
need for an understanding of the
client's accounting and financial reporting practices for its interim
financial information is not diminished. Thus, the accountant needs
to consider whether, under the particular circumstances involved, he
can acquire sufficient knowledge
about the pertinent practices for
the purposes contemplated in a review of interim financial information.
10. The Accountant's Knowledge
of Weaknesses in Internal Accounting Control An accountant who
has previously made an audit of his
client's financial statements will
have acquired knowledge concerning his client's system of internal
accounting control relating to the
preparation of financial statements,
generally for an annual period. In
these circumstances, the primary
objective of the accountant's inquiries should be to identify and
consider the effect of (a) changes
in the system subsequent to his examination and (b) accounting control procedures used in the preparation of interim financial information that differ from those used in
the preparation of annual financial
statements. If the system of internal accounting control appears to
contain weaknesses that do not permit preparation of interim financial
information in conformity with generally accepted accounting principles, and, as a consequence, it is
impracticable for the accountant to
effectively apply his knowledge of
financial reporting practices to the
interim financial information, he
should consider whether the weaknesses represent a restriction on the
scope of his engagement sufficient
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to preclude completion of such a
review (see paragraph 16). The
accountant should also advise senior management and the board of
directors or its audit committee of
the circumstances;6 he may also
wish to submit suggestions regarding other weaknesses in the system
of internal accounting control, recommendations for improvement of
interim reporting practices, and
any other matters of significance
that come to his attention.
11. The Accountant's Knowledge
of Changes in Nature or Volume of
Activity or Accounting Changes. A
review of interim financial information may bring to the accountant's
attention changes in the nature or
volume of the client's business activities or accounting changes. Examples of changes that could affect
the interim financial information to
be reported include business combinations; disposal of a segment of
the business; extraordinary, unusual, or infrequently occurring
transactions; initiation of litigation
or the development of other contingencies; trends in sales or costs that
could affect accounting estimates
relating to the valuations of receivables and inventories, realization of
deferred charges, provisions for
warranties and employee benefits,
and unearned income; and changes
in accounting principles or in the
methods of applying them. If any
such changes come to the accountant's attention, he should inquire
about the manner in which the
changes and their effects are to be
reported in the interim financial
information.
12. Issuance of Accounting Pronouncements.
The accountant's
knowledge of financial reporting
practices is expected to include an
awareness of new pronouncements
on financial accounting standards.
In performing a review of interim
financial information he should
consider the applicability of any
such new pronouncements to his
client's interim financial reporting
practices. The accountant should
6

SAS No. 20 provides guidance with respect to communicating material weaknesses in internal accounting control.
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also consider the applicability of
existing pronouncements to new
types of transactions or events that
come to his attention.
13. Accounting Records Maintained at Multiple Locations. In
performing a review of interim
financial information, considerations concerning locations to be
visited for a client whose general
accounting records are maintained
at multiple locations ordinarily are
similar to those involved in making an examination of the client's
financial statements in accordance
with generally accepted auditing
standards. Usually this involves application of the foregoing procedures at both corporate headquarters and other locations selected by
the accountant.
14. Questions Raised in Performing Other Procedures. If, in
performing a review of interim
financial information, information
comes to the accountant's attention
that leads him to question whether
the interim financial information to
be reported conforms with generally accepted accounting principles,
he should make additional inquiries or employ other procedures he
considers appropriate to permit
him to report on the interim financial information.
15. Modification of Review Procedures. The procedures for a review of interim financial information may be modified, as appropriate, to take into consideration the
results of auditing procedures applied in performing an examination
in accordance with generally accepted auditing standards.

REPORTING O N INTERIM
FINANCIAL INFORMATION
PRESENTED OTHER THAN
IN A NOTE TO AUDITED
FINANCIAL STATEMENTS

16. An accountant may consent
to the use of his name and the inclusion of his report in a written
communication setting forth interim financial information if he
has made a review of such information as specified in the preced-

8
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ing p a r a g r a p h s . If restrictions on
the scope of a review of interim
financial information preclude completion of such a review, the acc o u n t a n t should not consent to the
use of his name. 7 Restrictions on
the scope of the review may be imposed b y a client or caused by circumstances such as the timing of
the accountant's work, an inadequacy in the accounting records,
or a material weakness in internal
accounting control.

Form of Accountant's

7

view. 8 In addition, each page of
the interim financial information
should b e clearly marked as "unaudited."
18. An example of such a report
follows: 9
We have made a review of (describe the information or statements
reviewed) of ABC Company and
consolidated subsidiaries as of September 30, 19X1 and for the threemonth and nine-month periods then
ended, in accordance with standards
established by the American Institute of Certified Public Accountants.
A review of interim financial information consists principally of obtaining an understanding of the system for the preparation of interim
financial information, applying analytical review procedures to financial data, and making inquiries of
persons responsible for financial and
accounting matters. It is substantially less in scope than an examination in accordance with generally
accepted auditing standards, the objective of which is the expression of
an opinion regarding the financial
statements taken as a whole. Accordingly, we do not express such
an opinion.
Based on our review, we are not
aware of any material modifications
that should be made to the accompanying financial (information or
statements) for them to be in conformity with generally accepted accounting principles.

Report

17. T h e accountant's report acc o m p a n y i n g interim financial information he has reviewed should
consist of (a) a statement that the
review of interim financial information was m a d e in accordance with
the standards for such reviews, ( b )
an identification of the interim
financial information reviewed, (c)
a description of the procedures for
a review of interim financial information, (d) a statement that a review of interim financial information is substantially less in scope
than an examination in accordance
with generally accepted auditing
standards, the objective of which
is an expression of opinion regarding the financial statements taken
as a whole, and accordingly, no
such opinion is expressed, and (e)
a statement about whether the accountant is aware of any material
modifications that should b e made
to the accompanying financial information so that it conforms with
generally accepted accounting principles. T h e report may b e addressed
t o the company, its board of directors, or its stockholders. Generally,
t h e report should b e dated as of
t h e date of completion of the re-

See paragraph 23 concerning a client's
representation when the scope of a review of interim financial information has
been restricted. Also, when the accountant is unable to complete such a review
because of a scope limitation, he should
consider the implications of that limitation with respect to the interim financial
information issued by the client. In those
circumstances, the accountant should
refer to paragraphs 10, 14, and 29 for
guidance on the appropriate course of
action.
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19. T h e accountant m a y use and
make reference to the report of another accountant on a review of
interim financial information. This
reference indicates a division of responsibility for performance of the
review. 1 0 An example of a report
8

Other reporting issues involved in the
dating of reports or concerning subsequent events are similar to those encountered in an audit of financial statements (see SAS No. 1, section 530).
9
If interim financial information of a
prior period is presented with that of
the current period and the accountant
has performed a review of that information, he should report on his review of
the prior period. An example of the first
sentence of such a report follows: "We
have made . . . of ABC Company and
consolidated subsidiaries as of September 30, 19X1, and 19XX, and for the
three-month and nine-month periods
then ended. . . . "
10
See paragraph 6(e), note 5.

including such a reference follows:
We have made a review of (describe the information or statements
reviewed) of ABC Company and
consolidated subsidiaries as of September 30, 19X1, and for the threemonth and nine-month periods then
ended in accordance with standards
established by the American Institute of Certified Public Accountants.
We were furnished with the report
of other accountants on their review
of the interim financial information
of the ADE subsidiary, whose total
assets and revenues constitute 20
percent and 22 percent, respectively,
of the related consolidated totals.
A review of interim financial information consists principally of obtaining an understanding of the system for the preparation of interim
financial information, applying analytical review procedures to financial data, and making inquiries of
persons responsible for financial and
accounting matters. It is substantially less in scope than an examination in accordance with generally
accepted auditing standards, the
objective of which is the expression
of an opinion regarding the financial
statements taken as a whole. Accordingly, we do not express such
an opinion.
Based on our review and the report of other accountants, we are
not aware of any material modifications that should be made to the
accompanying financial (information or statements) for them to be
in conformity with generally accepted accounting principles.
Circumstances Requiring
Modification of the
Accountant's Report
20. T h e circumstances that require modification of the accountant's report on a review of interim
financial information arise from departures from generally accepted accounting principles, which include
a d e q u a t e disclosure. These circumstances differ in some respects from
those that would ordinarily preclude the expression of an unqualified opinion on audited
financial
statements, because t h e report is
not an expression of such an opinion. Normally, neither an uncertainty nor a lack of consistency in
the application of accounting principles affecting interim financial information would cause the account-
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ant to modify his report, provided
t h a t the interim financial information or statements appropriately disclose such matters. Modification of
t h e accountant's report, however,
w o u l d b e required if a change in
accounting principle is not in conformity with generally accepted accounting principles.
21. Departure
From
Generally
Accepted Accounting Principles. If
the accountant becomes aware that
the interim financial information is
materially affected by a departure
from generally accepted accounting
principles, he should modify his report. The modification should describe the nature of the departure
and, if practicable, state the effects
on the interim information. An example of such a modification of the
accountant's report follows:

closure requirements of APB Opinion No. 28, p a r a g r a p h 30, are considerably less extensive than those
necessary for annual financial statements that present financial position, results of operations, and
changes in financial position in conformity with generally accepted accounting principles. 1 1 If information that the accountant believes is
necessary for a d e q u a t e disclosure
in conformity with generally accepted accounting principles is not
included in the interim financial information, he should modify his report and, if practicable, include the
necessary information. An example of such a modification of the
accountant's report follows:
(Explanatory third paragraph)
Management has informed us that
the Company is presently contesting
deficiencies in federal income taxes
proposed by the Internal Revenue
Service for the years 19XX through
19XX in the aggregate amount of
approximately $
, and that
the extent of the Company's liability, if any, and the effect on the
accompanying (information or statements) are not determinable at this
time. The (information or statements) fail to disclose these matters, which we believe are required
to be disclosed in conformity with
generally accepted accounting principles.

(Explanatory third paragraph)
Based on information furnished
us by management, we believe that
the Company has excluded from
property and debt in the accompanying balance sheet certain lease
obligations that should be capitalized in order to conform with generally accepted accounting principles. This information indicates that
if these lease obligations were capitalized at September 30, 19X1,
property would be increased by
$
, and long-term debt by
$
, and net income and earnings per share would be increased
(decreased) by $
, $
,
$
, and $
, respectively,
for the three-month and nine-month
periods then ended.

(Concluding paragraph)
Based on our review, with the
exception of the matter(s) described
in the preceding paragraph(s), we
are not aware of any material modifications that should be made to the
accompanying financial (information
or statements) for them to be in
conformity with generally accepted
accounting principles.

(Concluding paragraph)
Based on our review, with the exception of the matter(s) described
in the preceding paragraph(s), we
are not aware of any material modifications that should be made to the
accompanying financial (information or statements) for them to be
in conformity with generally accepted accounting principles.
22. Inadequate
Disclosure.
The
information the accountant will
conclude is necessary for a d e q u a t e
disclosure will b e influenced b y the
form and context in which the interim financial information is presented. For example, the disclosure
considered necessary for interim
financial information presented in
accordance w i t h the m i n i m u m dis-
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CLIENT'S REPRESENTATION
CONCERNING A REVIEW OF
INTERIM FINANCIAL
INFORMATION
23. The accountant m a y b e requested to make a review of in11

APB Opinion No. 28, paragraph 32,
states, ". . . there is a presumption that
users of summarized interim financial
data will have read the latest published
annual report, including the financial
disclosures required by generally accepted accounting principles and management's commentary concerning the

9
terim financial information to permit the client to include a representation to t h a t effect in documents issued to stockholders, third
parties, or in F o r m 10-Q, a quarterly report required to b e submitted to the Securities a n d Exchange
Commission p u r s u a n t to section 13
or 1 5 ( d ) of the Securities Exchange
Act of 1934. If the client represents in such a d o c u m e n t setting
forth interim financial information
that the accountant has m a d e a
review of that information, the accountant should request t h a t his
report b e included. If the client
will not agree to include the accountant's report or if the accountant has been u n a b l e to complete
the review (see p a r a g r a p h 1 6 ) , the
accountant should request t h a t
neither his n a m e nor reference to
him b e associated w i t h the information. If the client does not comply, the accountant should advise
the client t h a t he does not consent
either to the use of his n a m e or to
reference to h i m a n d should consider w h a t other actions might be
appropriate. 1 2
REPORTING O N INTERIM
FINANCIAL INFORMATION
PRESENTED IN A NOTE TO
AUDITED FINANCIAL STATEMENTS
24. Certain companies are required by Regulation S-X of the
Securities and Exchange Commission to include in a u d i t e d financial
statements a note containing selected interim financial information.
Regulation S-X also provides t h a t :
If the financial statements covered by the accountant's report designate as "unaudited'' the note required by Rule 3-16(t) (of Regulation S-X), it shall be presumed
that appropriate professional standards and procedures with respect to
the data in the note have been followed by the independent accountant who is associated with the unaudited footnote by virtue of reporting on the financial statements
in which it is included.
annual financial results, and that the
summarized interim data will be viewed
in that context."
12
In considering what actions, if any,
may be appropriate in these circumstances, the accountant may wish to
consult his legal counsel.

10
Also, other companies may elect to
include similar information in their
audited financial statements. The
procedures for a review set forth in
paragraphs 6 through 15, inclusive,
are appropriate for an independent
accountant's review of the interim
financial information designated as
unaudited and presented in a note
to audited financial statements.
25. There is no specific requirement for the accountant to perform
these procedures other than at the
time of an examination of the
financial statements that include
the interim financial information.
However, performance of the procedures prior to the issuance of the
quarterly data permits early consideration of significant accounting
matters affecting the interim financial information and early modification of accounting procedures
that the accountant believes might
be improved. If review procedures
are performed prior to the issuance
of the respective quarterly data,
they need not be repeated at the
time an examination is performed.
26. When interim financial information designated as unaudited
is presented in a note to audited
financial statements, the auditor ordinarily need not modify his report
on the audited financial statements
to make reference to his review or
to the selected interim financial information. The interim financial information has not been audited and
is not required for a fair presentation of financial position, results of
operations, and changes in financial
position in conformity with generally accepted accounting principles.
Accordingly, when the interim
financial information is presented
in a note to the audited financial
statements, the accountant's report
on the review of the interim financial information need not accompany the audited financial statements except as set forth below.
27. The auditor's report on the
audited financial statements should
be expanded, however, if the scope
of his review of the interim financial information was restricted (see
paragraph 16) or if the interim
financial information does not appear to be presented in conformity
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with generally accepted accounting
principles (see paragraphs 20, 21,
and 22). The auditor should also
expand his report if the interim
financial information included in
the note was not reviewed, unless
that fact is stated in the note. An
example of an expansion of an
auditor's report to refer to the restricted scope might be the inclusion of the following separate
paragraph:
Note X, "Unaudited Interim Financial Information," contains information that we did not audit
and, accordingly, we do not express
an opinion on the information. In
addition, we attempted but were
unable to make a review of such
interim information in accordance
with standards established by the
American Institute of Certified Public Accountants because we believe
that the Company's system for preparing interim financial information
does not provide an adequate basis
to enable us to complete such a
review.
28. The auditor's report on the
audited financial statements should
also be expanded when interim
financial information that has been
reviewed in accordance with the
procedures specified in paragraphs
6 through 15 and included in a note
to the financial statements is not appropriately marked as "unaudited."
The auditor should also expand his
report if the note includes an indication that a review of interim
financial information was made but
fails to state that the review is substantially less in scope than an examination in accordance with generally accepted auditing standards,
the objective of which is an expression of opinion regarding the financial statements taken as a whole,
and accordingly, no such opinion is
expressed.

of his report that might have affected his report had he then been
aware of such facts. Because of the
variety of conditions that might be
encountered, the specific actions to
be taken by the accountant in a
particular case may vary with the
circumstances. In any event, the
accountant would be well advised
to refer to SAS No. 1, section 561,
"Subsequent Discovery of Facts
Existing at the Date of the Auditor's Report," because certain provisions of that section may be relevant to his consideration of the
types of matters discussed in this
paragraph.
30. A clear understanding should
be established with the client regarding the nature of the services
to be performed in making a review of interim financial information and the responsibilities to be
assumed. Accordingly, the accountant may wish to confirm the nature
and scope of his engagement in a
letter to his client. The letter usually
would include (a) a general description of the procedures, (b) an
explanation that such procedures
are substantially less in scope than
an examination made in accordance
with generally accepted auditing
standards, and (c) a description of
the form of the report.
31. It is not possible to specify
the form or the content of the working papers the accountant should
prepare in connection with a review
of interim financial information because of the different circumstances
of individual engagements. Ordinarily, the working papers should
document the performance and results of the procedures set forth in
paragraph 6. See SAS No. 1, section 338, for further guidance concerning working papers.
EFFECTIVE DATE

OTHER MATTERS

29. The accountant may conclude that interim financial information that he has reviewed that is
not to be accompanied by his report
is not in conformity with generally accepted accounting principles.
Also, subsequent to the date of his
report, the accountant may become
aware that facts existed at the date

32. Statements
on
Auditing
Standards generally are effective
at the time of their issuance. However, since the provisions of this
Statement change certain procedures and reporting practices heretofore considered acceptable, this
Statement will be effective for interim and annual periods ending
after February 28, 1979.

